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The Nicaraguan government is offering to buy back its heavy external commercial debt at a rate of
eight cents per US dollar. This is a one-time offer that expired on Oct. 6, but the results will not be
known until later in the year. Once the commercial debt is eliminated, say government economic
officials, Nicaragua will again have access to lines of commercial credit that have been closed for the
past decade because of nonpayment, and can move to the next phase of its debt-reduction strategy.
At US$11.6 billion, the country's external debt averages around US$2,800 per person. With annual
per capita income averaging only US$360, the external debt is the heaviest per capita debt burden
in the world (see NotiSur 03/30/95). As it stands now, according to the Inter-American Development
Bank (IDB), the Nicaraguan external debt is virtually unpayable. It equals six times the economy's
current GDP and this year's debt service payment of US$770 million is twice the export earnings for
1994.
The total external debt breaks down as follows: international financial institutions, US$4 billion;
former Soviet-bloc nations, US$3.9 billion; Paris Club members, US$1.4 billion; commercial debt, US
$1.3 billion; and bilateral debt with Latin American nations, US$1 billion. The debt-reduction plan,
according to Erwin Kruger, Minister for External Cooperation (Ministerio de Cooperacion Externa,
MCE), is to clear up the commercial debt first, then negotiate reductions of as much as 95% in all the
bilateral debts. The discounted buyback offer is a good deal for Nicaragua because not only does it
liquidate 10% of its total external debt, but does so with soft loans and donations.
Nicaragua hopes, with this offer, to substitute US$109 million in new debt for US$1.3 billion in old
debt. It is also a bargain for the creditors, most of whom have written off their Nicaraguan debts.
Once the debts are paid off, these banks could once again do business in Nicaragua. Among the
creditors are banks, such as Citibank of New York, which have already indicated that they would
resume banking operations in Nicaragua once the commercial debt is liquidated, according to the
MCE director for external debt, Werner Ahlers. Nicaragua's commercial paper, which includes some
obligations dating from the Somoza dictatorship in the 1970s, has fluctuated in market value over
the years.
During the 1980s, its value plummeted to two cents per dollar on the assumption that the Sandinista
government could never pay its debts. Since the beginning of Violeta de Chamorro's presidency in
1990, the debt has been quoted at from eight to 13 cents on the dollar. This increase in market value
was partly due to a boost in Nicaragua's credit worthiness when in 1991, the Chamorro government
assumed payment of US$300 million in back interest owed to multilateral banks on which the
Sandinista government had defaulted. In announcing the buyback proposal in July, however, Kruger
said the offer would not be based on market values but on the amount of money Nicaragua had to
spend on it.
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Essentially, this meant that the per-dollar amount offered to commercial creditors would be entirely
dependent on the soft loans and donations the government could raise from its international
benefactors. To fund the buyback, Nicaragua has US$109 million collected from several international
sources. The IDB and the World Bank have promised soft loans of US$40 million each. Other
soft loans and donations are coming from several European governments. The US$1.3 billion
commercial debt is in the hands of 2,500 creditors. However, 69% of the debt is held by just 20 banks,
according to the US accounting firm Price Waterhouse. Among the major holders of the debt are the
US-based Chemical Bank with 9.5% of the debt, Citibank with 8.1%, Bankers Trust with 5.3%, Bank
of America with 4.2%, and Chase Manhattan with 2.5%. Among European creditors are Swiss Bank,
4.2%; Anz Grindalys Bank, 4.2%; Lloyds Bank of London, 3%; Calder & Company LTD, 3.5%; and
Sama Internacionale, 3.25%. The deal will go through only if creditors collectively holding 70% of
the debt accept the terms of the offer. If that percentage is reached by the deadline set by Morgan
Guaranty Trust of New York, which is handling the offer, the payments will be made on Dec. 14.
(Sources: Agencia Centroamericana de Noticias Spanish News Service, 08/21/95; Reuter, 07/22/95,
09/15/95; Agence France-Presse, 09/18/95; Inter Press Service, 10/03/95)
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